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up the cancer of Austrianism. But he will be convinced that they 
deserve all patience and sympathy after the centuries of their op- 
pression in the Polyglot Empire. 

Stephen P. Duggan. 
Institute of International Education. 

War Borrowing: A Study of Treasury Certificates of In- 
debtedness of the United States. By Jacob H. Hollander. New 
York, The Macmillan Company, 1919. — 215 pp. 

While resort to short-term negotiable obligations is not new in the 
financial history of the United States, their use in the recent war 
was so large and constituted such a fundamental method of war 
finance that especial interest attaches to them. In the volume under 
review Professor Hollander has made a careful study of the certifi- 
cates of indebtedness issued prior to the Fourth Liberty Loan and 
of the effects of their issue. 

The certificates of indebtedness were issued in anticipation of 
loans and to a small extent of taxes, being offered by the Treasury 
through the federal reserve banks for general subscription by banks 
and individuals. They were put out at regular intervals of two 
weeks or more and thus provided the Treasury with a steady flow 
of funds. Payment at first was made by subscribing banks in cur- 
rent funds, but later the device of payment by credit was largely 
used. When the loans were finally floated the certificates were re- 
deemed in whole or in part. This process is called " anticipatory 
borrowing " by Professor Hollander, and in this very process of 
anticipating the proceeds of each successive loan he finds a weakness 
in our system of war finance. 

In successive chapters the results of the continuous use of certifi- 
cates of indebtedness in anticipation of loans and taxes are traced as 
to their effects upon the Treasury, the money market and the price 
level. From the Treasury standpoint, certificate borrowing is con- 
ceded to have possessed the qualities of readiness and certainty to 
an ideal degree, but not to have been equally economical, though 
any defect on this score was to be attributed to the maintenance of 
unnecessarily large Treasury balances. 

In the chapter on the money market the author concludes that 
there has been " an extraordinary freedom from monetary disturb- 
ance ", which is attributable, however, to the discount apparatus of 
the federal reserve banks and not to the particular method of bor- 
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rowing pursued. In tracing the effects of certificate borrowing upon 
the price level the problem resolves itself into the query : " Have 
the issue and use of certificates of indebtedness been the direct cause 
of an extraordinary expansion of credit or increase in currency?" 
(page 176). To this Professor Hollander gives an affirmative an- 
swer (page 191) ; certificate borrowing has involved the creation of 
additional bank credits in the form of governmental deposits rather 
than the transfer to the new government account of existing com- 
mercial credits, thus making for inflation. Moreover, the volume of 
new credit thus created was not contracted with the liquidation of 
the certificates but was dispersed among commercial accounts. As to 
the last point, it may fairly be urged that such dispersion was due 
to the enormous government borrowing by whatever method pursued 
rather than to the specific device of certificate borrowing. 

In a final chapter Professor Hollander proposes his alternative 
method of war borrowing. Instead of anticipatory borrowing he 
would have instalment loans, " payable in evenly distributed serial 
instalments." The first loan should be large enough to discharge 
any anticipatory certificates made necessary at the beginning and 
thereafter to maintain a comfortable Treasury balance until the flo- 
tation of the next loan, which again must be ample to meet all ex- 
penditures until the following loan. Payments must be made in 
monthly instalments, and no overpayments should be authorized. By 
this method the dangers of certificate borrowing and the evils of 
inflation would be largely avoided, while loans would tend to be 
made from savings rather than from credit. 

Professor Hollander has made a valuable contribution to the anal- 
ysis and criticism of our war finance and has described in illumin- 
ating fashion tendencies of which the Treasury officials themselves 
were probably only dimly aware. On the other hand, his suggestion 
of an alternative method exemplifies strikingly the extreme diffi- 
culty of making a positive suggestion at all comparable in value or 
originality with criticism of an existing policy. It is by no means 
certain that the method of instalment borrowing would be free from 
the evils attributed to anticipatory certificate borrowing nor that 
this latter method should be held responsible for all the weaknesses 
of our war finance which are attributed to it by the author. 

As a matter of fact the proposed method of instalment borrowing 
was followed in every one of the Liberty loans. Roughly, about 25 
per cent, of the subscriptions for the first loan were on the instal- 
ment plan, and a further large though unknown percentage was paid 



No. i] REVIEWS l6l 

for through the aid of the banks on a still more liberal instalment 
basis. 

In comparing the merits of the two plans an assumption is made 
on behalf of the instalment plan, which would, if followed, have 
removed equally all objections to certificate borrowing. "The aggre- 
gate amount of the [first] loan, as allotted, should be enough to 
discharge the anticipatory certificates then outstanding and to supply 
the Treasury with funds sufficient to obviate further short-term bor- 
rowing prior to the flotation of a succeeding Liberty loan " (page 
205). It is now acknowledged by all that the first loan was too 
small and that an additional mistake was made in refusing all over- 
subscriptions, but the amount was fixed at the largest point then 
considered feasible and larger than many bankers thought possible, 
while the pledge not to accept oversubscriptions was designed to en- 
courage large subscriptions from the banks. The Treasury thus got 
behind at the beginning and never caught up. It is difficult to see 
how the necessary foreknowledge could have been secured by a sub- 
stitution of instalment for certificate borrowing. Expenditures were 
growing at an unprecedented and unpredictable rate, and a rigid 
system of " equal monthly instalments ", based upon ascertained 
needs at the beginning of a six months' period, would have proved 
utterly inadequate by the end of it. 

There is nothing to indicate that the proposed method would not 
have resulted in inflation equally with the plan pursued, except the 
suggestion that such loans would be more likely to be met out of 
savings than out of credit. This, however, has not been the experi- 
ence in either Great Britain or Australia, where instalment borrow- 
ing was given a trial. The real evil in the loan policy of the United 
States was the excessive use of bank credit, and the only remedy was 
to make loans out of real savings. There is no certainty that this 
remedy would have been applied under the proposed method. 

Finally, as just indicated, it is not necessary to theorize since in- 
stalment borrowing was experimented with on a large scale during 
the war, although Professor Hollander does not mention any in- 
stance. In Great Britain the plan of continuous sale or day-by-day 
borrowing continued from October 1, 1917, to January 18, 1919, 
and yielded about $5,000,000,000. It was, however, given up in 
favor of periodic loans, of which two have followed in Great Britain 
since the latter date. A still earlier trial had been given instalment 
loans in Australia, where the fourth internal loan of December, 1916, 
was made payable in ten monthly instalments beginning in Feb- 
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ruary, 1917. Although three further loans were made thereafter, the 
plan of instalment borrowing was not again resorted to, and it was 
necessary to issue the fifth internal loan in September, 1917, three 
months before the instalment payments on the previous loan were 
completed. It is possible that a more careful study of the actual 
workings of these two experiments would have led Professor Hol- 
lander to modify somewhat his theoretical exposition of the advan- 
tages of instalment loans and to place a different emphasis upon 
some of the features of certificate borrowing. His own plan re- 
sembles the Australian method, which in many respects was inferior 
to the British plan. 

E. L. Bog art. 
Washington, D. C. 

The Economic Foundations of Peace. By J. L. Garvin. 
London, The Macmillan Company, 1919. — xxiv, 574 pp. 

This book was written in one sense too late and in another too 
early. It was written too late in the sense that the profound truth 
and far-reaching wisdom of its conclusions could well have been in 
the public's possession in 1916 rather than in 1919. It was written 
too early in the sense that all the facts of the argument supporting 
Mr. Garvin's position are not yet a matter of public record. 

Based upon the earnest convictions which honest thought and the 
consequent change in outlook had brought (Mr. Garvin was for- 
merly a protectionist), the present volume is the outgrowth of the 
studies of Angell, Hobson, Dickinson, Woolf and others into the 
relation of military activities to economic forces and motives. The 
work is essentially that of a journalist but of a large-visioned, states- 
manly journalist, whose social passion is wedded to intelligence. 
And the issue is a constructive outlook and proposal at once sensible 
and in harmony with the best modern thought on the potentialities of 
international economic organizations. 

Mr. Garvin's thesis is well illustrated in the following sentences : 

Even if we take the narrowest view of the chief function of the 
League of Nations as that of preventing war, the most formidable 
deterrent . . . would be found in the thorough organization in advance 
of a mechanism by which the commercial interdict, embargo, or boy- 
cott might be applied to mutinous challengers or breakers of the 
peace [page 358]. 
There can be no safe prospect in any idea of compulsory peace; not 



